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COMMONWEALTH OF KENTUCKY 

BEFORE THE P U B L I C  SERVICE COMMISSION 

In the Uatter of: 

THE A P P L I C A T I O N  O F  W A R R E N  ) 
COUNTY WATER DISTRICT, 1 
WARREN C O U N T Y ,  K E N T U C K Y  1 
SEEKING APPROVAL OF AN IN- 1 
CREASE I N  I T S  SCHEDULE OF ) CASE NO. 8084 
SEWER SERVICE RATES A N D  ) 

EPFECTXVE AS OF THE STH DAY 
O F  JANUARY 1981  

CHARGES, SUCH I N C R E A S E  T O  s e i  

O R D E R  

On June 5, 1981, the Commieelon i o r u e d  an Order in t h i o  

C I I C  which dfrrllowed Warren C o u n t y  Water Distrlct'e Sewer 

Division ("Warren County") depreciation e x p e n s e  on sewer p l a n t  

funded by f e d e r a l  grants or contributions I n  a i d  of construction. 

Warren County filed a m o t i o n  f o r  rehearing on June 25, 1981, vhich 

t h e  Commission d e n i e d .  Warren C o u n t y  a p p e a l e d  the Commission's 

decision t o  the Franklin Circuit C o u r t ,  which remanded the c a s e  t o  

t h e  Commission for rehearing, on t h e  g r o u n d  t h a t  Warren County 

s h o u l d  have an o p p o r t u n i t y ,  at a public h e a r i n g ,  t o  present 

evidence on t h e  r u b j c c t  of t h e  8 1 l o v a n c a  o f  depreciation o n  

The C o u r t  of c o n t r i b u t e d  p r o p e r t y  for rate-making purposes. 

A p p e a l s  sffirmed t h e  F r a n k l i n  C i r c u i t  C o u r t .  On December 10 ,  

1982, a rehearing was h e l d  in t h e  Coseirrion's o f f i c e s  with t h e  

Conrulaer P r o t e c t i o n  Divimion of t h e  Attorney General's Office 

( " A G " )  p r e s e n t  and i n t e r v e n i n g  i n  t h e  m a t t e r .  B r i e f s  were f l l c d  . 



o n  J a n u a r y  3 a n d  3 1 ,  1983.  A l l  r e q u e e t e d  i n f o r m a t i o n  h a s  been 

submitted. 

DISCUSSION 

A t  t h e  r e h e a r i n g  i n  t h i e  c a s e ,  W a r r e n  C o u n t y  p r e e e n t e d  

d i r e c t  t c a t i m o n y  by o n e  w i t n e e e ,  H r .  S p e n c e r  A .  C o a t o ,  C e r t i f i e d  

P u b l i c  A c c o u n t a n t  with James R. Meany a n d  A e s o c i a t e s  i n  B o w l i n g  

G r e e n ,  K e n t u c k y ,  o n  t h e  i s s u e  of t h e  p r o p e r  r e c o r d i n g  d e p r e c i a t i o n  

on t h e  u t i l i t y ' s  b o o k s  of d o n a t e d  o r  c o n t r i b u t e d  a e e e t s .  Mr. 

Coats h a d  r e q u e s t e d  a f o r m a l  r u l i n g  from t h e  T e c h n i c a l  S t a n d a r d s  

D e p a r t m e n t  of t h e  A m e r i c a n  I n s t i t u t e  of Certified Public 

A c c o u n t a n t s  ("AICPA") on t h e  p r o p e r  r e c o r d i n g  of d e p r e c i a t i o n  o n  

c o n t r i b u t e d  p r o p e r t y .  W r .  C o a t a  r e c e i v e d  a r e p l y  d a t e d  S e p t e m b e r  

11,  1981,  from G e o r g e  Dick, D i r e c t o r  of t h e  T e c h n i c a l  I n f o r m a t i o n  

Service D i v f s l o n  of the T e c h n i c 8 1  S t a n d a r d s  D e p a r t m e n t  . Hr. 

D i c k ' s  r e p l y ,  made a p a r t  of t h e  r e c o r d ,  s t a t e d  t h a t  in a c c o r d a n c e  

with g e n e r a l l y  accepted  accounting p r i n c i p l e s ,  d e p r e c i a t i o n  8 h O u l d  

be r e c o r d e d  on c o n t r i b u t e d  p r o p e r t y .  Hr. C o a t e  f u r t h e r  referred 

t o  p u b l i c a t i o n s  from t h e  American W a t e r w o r k s  A S S O C ~ ~ ~ ~ O R ,  a t r a d e  

organization s e r v i n g  t h e  wa te r  and sewer u t i l i t y  i n d u s t r y ,  and t o  

t h e  U n i f o r m  S y s t e m  of A c c o u n t 8  for Water U t i l i t l e r  p u b l i s h e d  by 

t h e  Nmtlanrl A m ~ o c # a c l o n  of Y o f i u l a t o r y  U t l l i t y  Commlnnlonsr8 8nd 

a d o p t e d  by t h i s  Comaismion i n  807 K A R  5 : 0 0 6  i n  c o m p l i a n c e  w i t h  K R S  

2'11.220, b o t h  of which s t a t e  t h a t  d e p r e c i a t i o n  s h o u l d  b e  r e c o r d e d  

on c o n t r i b u t e d  p r o p e r t y .  

The C o m m i s s i o n  d o e 6  n o t  n o r  have  we ever  disagreed that i t  

is p r o p e r  to record d e p r e c i a t i o n  o n  c o n t r i b u t e d  p r o p e r t y .  The 

r e c o r d i n g  of d e p r e c i a t i o n  i c  a m e t h o d  of 8bOWing on t h e  books of 
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a c c o u n t  t h a t  a n  a s s e t  g r e d u e l l y  i s  d e c l i n i n g  i n  v a l u e  d u r i n g  i t ' s  

u s e f u l  life. However ,  t h e  d e t e r m i n a t i o n  of f a i r ,  j u s t  and 

r e a s o n a b l e  rates e x t e n d 6  b e y o n d  mere r e c o r d i n g  or the p r o p e r  

a c c o u n t i n g  t r e a t m e n t  for f i n a n c i a l  t r a n s a c t i o n s .  T h e  C o m m i s s i o n  

is c h a r g e d  w i t h  t h e  d u a l  r e s p o n s i b l i t y  of s e t t i n g  r a t e s  t h a t  

p r o v i d e  a u t i l i t y  t h e  o p p o r t u n i t y  t o  c o l l e c t  s u f f i c i e n t  r e v e n u e s  

to operate on a s o u n d  f l n e n c i a l  basis and to e n s u r e  t h a t  the r a t e s  

are t h e  f a i r ,  j u s t  a n d  r e a s o n a b l e  ra tes  t o  be c h a r g e d  t h e  

u t i l i t y ' s  customers. 

I n  t h i m  r e g a r d ,  W a r r e n  C o u n t y  has n o t  p r e s e n t e d  a n y  

e v i d e n c e  o r  p e t s u a e i v e  a r g u r a e n t e  during the r e h e a r i n g  process t o  

convince  t h e  C o m m i s s i o n  t h a t  d i s a l l o w a n c e  o f  d e p r e c i a t i o n  on 

c o n t r i b u t e d  property for t a t e - m a k i n g  purposes i n  t h i n  cast 

r e a u l t e d  i n  i n s u f f i c i e n t  rates. 

Hr. Coats a d m i t t e d  on c r o s e - e x a a l n a t l o n  thst he had  n o t  

p e r f o r m e d  a n  analysis of W a r r e n  C o u n t y ' s  c u r r e n t  or p r o s p e c t i v e  

f i n a n c i a l  o p e r a t i o n s .  He d i d  e t a t e  for the r e c o r d  t h a t  Warren 

C o u n t y  was i n  c o m p l i a n c e  w i t h  t h e  r e q u i r e m e n t 9  of i t s  bond 

o r d i n a n c e ,  t h a t  he wae u n a w a r e  of a n y  cash-flow p t o b l e m e  

e x p e r i e n c e d  by W a r r e n  C o u n t y  and W a r r e n  C o u n t y  h a d  n o t  s o u g h t  or 

b e e n  r e q u i r e d  t o  s e e k  ohort-term f i n a n c i n g  s i n c e  t h e  C o m a i r s i o n ' e  

Order e n t e r e d  J u n e  5 ,  1 9 8 1 ,  i n  t h i s  case.  

Ur. C o r t r  o b j e c t i o n  t o  t h e  d f a a l l a w a n c c  of depreciation on 

c o n t r i b u t e d  property l r  t h a t  no fundm would he met 0 a i d a  to 

provide f o r  r e p l a c e m e n t  or i m p r o v e r n c n t e  on t h a t  p o r t i o n  o f  utility 

p l a n t  funded b y  c o n t r i b u t i o n s .  T h i s  s i t u t s t i o n  t h e n  c o u l d  

eonctptually r e q u i r e  W a r r e n  C o u n t y  t o  either n e g l e c t  i t e  mystem or 
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r e c u r o  o u t s i d e  f i n a n c i n g  of n e c e s s a r y  r o p l a c s m c n t r  o r  

i a p r o v e m c n t e .  D e p e n d i n g  on t h e  s o u r c e  a n d  t e r e e  of o u t s i d e  

f i n a n c i n g  of p r o s p e c t i v e  i m p r o v e m e n t s  o r  replacemente. W a r r e n  

C o u n t y ' s  c a p i r a l  c o s t s  a n d  t h u s  i t e  f u t u r e  rates c o u l d  p o t e n t i a l l y  

c h a n g e .  It i s  H r .  C o a t s '  o p i n i o n  t h a t  f u t u r e  r a t e 8  w o u l d  

increase.  However ,  Mr. C o e t e  s t 8 t e d  t h a t  he  had  n o t  p e r f o r m e d  a n y  

present v a l u e  a n s l y e e r  nor any s t u d i e s  t h a t  w o u l d  s u p p o r t  h i o  

c o n c l u s i o n  t h a t  i t  w o u l d  u l t i m a t e l y  b e  c h e a p e r  f o r  W a r r e n  C o u n t y ' s  

c u a t o m s r r  to p r o v i d e  c u r r e n t l y  h i g h e r  r a t e s  for f u t u r e  

r e p l a c e m e n t s  or i m p r o v e m e n t s  of p l a n t .  The C o m m i s s i o n  i s  of the 

o p i n i o n  t h a t  f u t u r e  n e e d s  f o r  p l a n t  r e p l a c e m e n t ,  t h e  a m o u n t  

r e q u i r e d  s h o u l d  p l a n t  n e e d  r e p l a c i n g ,  8nd t h e  t y p e  a n d  c o s t  of 

financing a n y  s u c h  r e p l a c e m e n t  i s  so  s p e c u l a t i v e  t h a t ,  in t h e  

C o m m i s s i o n ' s  v i e w ,  I t  Js b e a t  l e f t  t o  f u t u r e  ratspryarm. 

Moreover, a r g u m e n t s  p r e s e n t e d  i n  t h i s  r ega rd  i g n o r e  t h e  

f a c t  t h s t  t h e  C o m m i r r i o n  i n  e e t a b l i e h i n g  rates f o r  Warren C o u n t y  

a l l o w e d  n o t  only Warren's o u t - o f - p o c k e t  c a e h  r e q u i r e m e n t e  

I n c l u d i n g  p t l n c i p a l  o n  W a r r e n  C o u n t y ' e  d e b t  b u t  further a l l o w e d  a 

margin of  2 0  p e r c e n t  a b o v e  W a r r e n  C o u n t y * s  d e b t  s e r v i c e  

r e q u i r e m e n t e  a n d  d e p r e c i a t i o n  o n  p r o p e r t y  n o t  f u n d e d  by 

cone r i  bu t i o n s .  Theee a d d i t i o n a l  f u n d s  o v e r  a n d  s b o v e  

o u t - o f - p o c k e t  c a e h  r e q u i r e m e n t e  p r o v i d e  Warren C o u n t y  a s u r p l u s  

f o r  i m p r o v e m e n t 0  Ond rcpl.ccmcnts of Its p l a n t .  

F i n a l l y ,  i n  i t a  b r i e f ,  W a r r e n  C o u n t y  c i t e d  t h e  Court'e 

o p i n i o n  i n  C i t y  o f  C o v i n g t o n  Vs. P u b l i c  S e r v i c e  C o m m i s s i o n ,  

K e n t u c k y ,  313 S.W.2d and 391 ( 1 9 5 8 )  w h e r e i n  t h e  c o u r t  f o u n d  t h a t  
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p l a n t  f u n d e d  b y  f e d e r a l  g r a n t s  s h o u l d  be i n c l u d e d  i n  t h e  u t i l i t y ' s  

r a t e  base.  A s  p o i n t e d  o u t  by  t h e  AG i n  its b r i e f ,  t h f e  a r g u m e n t  

a p p l i e d  t o  a r a t e  base c o n s i d e r a t i o n  a n d  d o e s  n o t  e x t e n d  to t h e  

iseue of d e p r e c i a t i o n  on  c o n t r i b u t e d  p r o p e r t y .  

SUMMARY 

T h e  Comsmission i s  of t h e  o p i n i o n  a n d  f i n d s  t h a t  W a r r e n  

C o u n t y  has n o t  p r e s e n t e d  s u f f i c i e n t  e v i d e n c e  to s u b s t a n t i a t e  i t 5  

c la im t h a t  t h e  C o m m i s s i o n ' s  O r d e r  i n  t h i s  case e n t e r e d  J u n e  5 ,  

1981 ,  a e  m o d i f i e d  i n  its O r d e r  e n t e r e d  J u l y  1 5 ,  1981,  should be 

f u r t h e r  c h a n g e d .  

I T  IS THEREFORE ORDERED t h s t  the r a t e r  a n d  prov ir ions  i n  

t h e  C o m m i s s i o n ' 8  O r d e r ' s  i n  t h i s  c a B e  e n t e r e d  J u n e  5 ,  a n d  J u n e  1 5 ,  

1981,  s h a l l  r e m a i n  I n  f u l l  force a n d  e f f e c t .  

Done a t  F r a n k f o r t ,  K e n t u c k y ,  t h i e  11th day Of April, 1983. 

Vice C h a i r m a n  
K a t h e r i n e  R a n d a l l  
d i d  n o t  p a r t f c i p a t e  
i n  t h i s  d e c i s i o n .  

P U B L I C  SERVICE COMMISSION 

" A i r m a n  

?Xd not part icipate 
V i c e  C h r i r m r n  

C o d m i r r l o n a r  

ATTEST : 

Secretary 


